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     18 July 2024 
Global Markets Research 

Research Alert 

US Freddie Mac’s pilot program to buy 2nd mortgages 
  

Untapped potential amounting $32.7tn of owner’s equity in real estate 

Limited impact given the caps during the pilot programme 

Could unleash $0.8tn in consumer spending if programme is made permanent or expanded 
 

Overview 

The US Federal Housing Finance Agency (FHFA) recently gave conditional approval to 
Freddie Mac to purchase certain single-family closed-end second mortgages. The pilot 
program will be limited in scope, and FHFA will evaluate its success in helping 
borrowers, especially those in rural and underserved areas, before deciding whether 
to expand or make the program permanent. 

Opportune proposal to relieve the pain of US consumers 

The proposal could not have come at a better time. Most consumers in the US are 
feeling the pain of persistent inflation and this, if implemented effectively, could be a 
lifeline for these households, allowing selected borrowers access a portion of their 
home equity for spending without sacrificing their low-rate first mortgage, and 
offering them financial flexibility.   

Just a recap, as of end-2023, over 95% of Enterprise-backed single-family mortgages 
had significantly lower interest rates than current market offerings. Meanwhile, home 
prices have soared over the decade, leaving many homeowners with substantial 
equity they could tap into for consumer spending.   

▪ The cap in the pilot programme mitigates impact on potential inflation pressures 
or crowding out of private capital. 

▪ Many homeowners, especially those with low incomes, living in underserved area 
and who typically need smaller loans, have had difficulty accessing their home 
equity through private lenders. With high mortgage rates, they face tough 
choices - refinance at a higher rate or sell their home to meet financial needs - 
contradicting the mission of affordable housing. 

▪ At the same time, the FHFA hopes this pilot program will open up opportunities 
for smaller lenders to participate in the home equity market, which could lead to 
increased lending in underserved communities, more competition among 
lenders, and ultimately greater choice for consumers. 

▪ However, as mentioned above, the conditional approval of the pilot includes 
several limitations like: 
▪ Maximum volume of $2.5bn in purchases 

▪ Maximum duration of 18 months for the pilot programme 

▪ Maximum loan amount of $78.3k per loan 

▪ Minimum seasoning period of 24 months for the first mortgage (first 

mortgage has been in place for at least 24 months) 

▪ Only for principal/primary residences 

Impact will be limited but could unleash the next US stimulus  

Given its cap of $2.5bn, US real GDP and personal consumption expenditure (PCE) of 
$22.4tn and $15.4tn in 2023, which accounted to 11.6% and 16.2% of GDP and PCE, 
this will hardly put a boost on consumer spending or GDP. However, should the scope 
be expanded or the program made permanent, our calculation suggests that this 
could potentially unleash $0.8tn of home equity into consumer spending and GDP, 

Figure 1: Households; owner’s equity in 
real estate has reached $32.8tn as of 1Q  

 
Source: Federal Reserve Bank of St Louis 

 
Figure 2: Mortgage rates have ticked up to 
6.89% as of early July 

 
Source: Freddie Mac 
 

Figure 3: Private consumption has slowed, 
although remained resilient  

 
Source: Bloomberg 
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assuming take-up from the bottom 50% of households which held only 2.5% of total 
household wealth.  

Our calculation is based on the assumptions below: 

▪ While Americans are sitting on $32.8tn of accumulated equity in real estate, an 
untapped potential for home equity lending, the impact will be much smaller 
than this.  

▪ Based on the St. Louis Fed’s Institute for Economic Equity data, the top 10% of 
households by wealth had $6.7m on average. As a group, they held 66.9% of total 
household wealth. However, this is not the targeted group and we do not expect 
any take-up from this group. 

▪ The bottom 50% of households by wealth had $50k on average. As a group, they 
held only 2.5% of total household wealth. This is the targeted group and 
potentially the biggest beneficiary. 

▪ Assuming the same bottom 50% of households by wealth only accounts got 2.5% 
of equity in real estate, this translates to $0.8tn of home equity, or 4% of US GDP 
and 5% of PCE.  

Figure 4: Bulk of PCE spent on services like 
food services & accommodation, 
transportation, healthcare, financial 
services, recreating, housing and utilities 

 
Source: BEA 
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DISCLAIMER 

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of any 
particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer or solicitation 
with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis  or a part of any contract or 
commitment whatsoever. 
 
The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be reliable 
and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or suitability of the 
data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the opinion of HLBB or any of 
the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without notice and the opinions do not 
necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notify a reader 
or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently 
becomes inaccurate.  
 
HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by reason of 
negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in 
or derived from or omission from the reports or matter.  
 
Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. These 
entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other activities for their 
own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their own account or for the 
account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with its business activities, may possess 
or acquire material information about the financial instruments. Such activities and information may involve or have an effect on the financial 
instruments. HLB Group have no obligation to disclose such information about the financial instruments or their activities.  
 
The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts made in 
this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this report are based 
on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a representation 
that the matters referred to therein will occur.  Any projections or forecasts mentioned in this report may not be achieved due to multiple risk factors 
including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information. No assurance 
can be given that any opinion described herein would yield favorable investment results. Recipients who are not market professional or institutional 
investor customer of HLBB should seek the advice of their independent financial advisor prior to taking any investment decision based on the 
recommendations in this report.  
 
HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses, 
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB does 
not accept responsibility whatsoever for any such material, nor for consequences of its use. 
 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state, country 
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the use of the 
addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any purpose, without 
the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain countries. Persons into whose 
possession this report may come are required to inform themselves about and to observe such restrictions. By accepting this report, a recipient hereof 
agrees to be bound by the foregoing limitations. 
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